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ease the situation. In October, eight months after the first
collapse of prices, all the banks in the country virtually sus-
pended payment by refusing to meet cheques with notes or
coin. The Clearing House Committee made loans in the form
of Clearing House certificates, which in some places were
obtained for small amounts and actually put into general cir-
culation. Notes and coin went to a premium at one time of
4^ per cent.

The Federal Reserve System

Recovery from the crisis was very rapid, but the failure of
the banking system renewed the demands for reform, which,
however, did not come until 1913, when, after much further
"discussion and inquiry, the Federal Reserve Act was passed.
The Federal Reserve System was designed to provide a greater
concentration of reserves than had existed under the national
system, to remedy the lack of elasticity in the note issue, to
afford means for expanding credit in periods of local or general
pressure, and to supply to the whole banking system that con-
trolling and co-ordinating central authority which exists in
other countries in the shape of the central banking institution.
The original Act of 1913 was amended somewhat in 1917.

The establishment of one single central bank was strongly
opposed as unsuitable for a country of the size and structure
of the United States. The country was divided into twelve
federal reserve districts each with its central bank. All national
banks were compelled to become members of the system and
other banks were encouraged to do so. Member banks were to
own the capital of the central bank, each one subscribing 6 per
cent, of its own capital. A Federal Reserve Board appointed
by the Government, with the Secretary of the Treasury as
Chairman, and an advisory council elected by the reserve
banks, was to exercise control over the policy of the reserve
banks.

In the United States the common instrument of commercial
credit is neither a bill of exchange nor a simple bank advance.
It is a promissory note bearing the name only of the borrower,